
Before the
FEDERAL COMMUNICATIONS COMMISSION

Washington,D.C. 20554

In theMatterof )
)

NationalExchangeCarrierAssociation ) WC DocketNo. 04-259
Petitionto AmendSection69.104ofthe )
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)

REPLY COMMENTS OF AT&T CORP.

Pursuantto the Commission’sNotice’ and Section 1.415 of the Commission’sRules,

47 C.F.R. § 1.415, AT&T Corp. (“AT&T”) respectfullysubmitsthis Reply to the Comments

filed on a proposalto changethe assessmentof the subscriberline charge(“SLC”) in a manner

that would shift therecoveryof substantialportionsof commonline costsawayfrom the SLCs

paid by multi-line businesscustomersto subsidymechanismsfundedby residentialand single-

line businesscustomers.2

INTRODUCTION AND SUMMARY

NECAproposesto reducefrom twenty-fourto five thenumberofSLCsthat maybe

assessedon customersof derivedchannelT-1 service(“DCS Service”) wherethecustomer

providestheterminatingchannelizationequipment.TheCommissionshouldrejecttheproposed

changessoughtbyNECA andretaintheexistingrules,astheotherpartiescommentingon the

‘National ExchangeCarrierAssociationPetition to AmendSection69.104oftheCommission‘s
Rules,OrderGrantingPetitionfor Rulemaking,Notice ofProposedRulemaking,And Order
GrantingInterimPartialWaiver,FCC04-174,19 FCCRcd. 13591 (2004) (“Notice”), published
in 69 Fed.Reg. 50141 (Aug. 13, 2004). The Commissionextendedthe commentperioduponthe
Joint Motion ofBellSouth,SBCandVerizon,2004WL 2255103(rel. Oct. 6, 2004)(“Extension
Order”).
2 Commentswerefiled by NationalExchangeCarrierAssociation(“NECA”), SBC

Communications,Inc. (“SBC”); theVerizontelephonecompanies(“Verizon”), andAT&T.



NECAproposalall urge. First,NECA hasnot satisfiedits obligationundertheNotice to support

therelief it seekswith an adequatecoststudy,sufficient to enabletheCommissionto assessthe

costrelationshipbetweenDCS andanalogservice. Further,theCommissionshouldreject

NECA’s proposalbecauseit would undercuttheCommission’slong-standingandcontinuing

effortsto eliminatesubsidiesandbetteralign rateswith costs. Verizon’sproposalto allow price

capcarriersto applyfive SLCsonly to newDCS servicesshouldalsobe rejectedbecause

Verizonhasfailedto provide any costsupportfor its proposalandbecauseit would be

discriminatoryand inconsistentwith thepricecaprules.

I. NECA Has Failed To ProvideSufficient Data To Establish That The CostRelationship
Between Derived Channel T-1 ServiceAnd Basic Analog Service Justifies The Rule
ChangeIt Proposes.

In theNotice(~J18), theCommissiontentativelyconcludedthatthenumberofSLCs

assessedfor derivedchannelT- 1 serviceswherethecustomerprovidesthechannelizing

equipmentservice“shouldbebasedon theactualcommonline costrelationshipbetweenIIDCS

andbasicanalog]services.”While therecord“suggest[ed]thatthis relationshipmaybe

somewherebetween1.5:1 and5:1”, theCommissionfoundthatthe“recorddid not includeany

coststudiesandinsteadis basedononly descriptiverelationshipsandsummaryanalysis”;and

wastherefore“insufficient to supportanyspecificrule change.” Id., ¶ 19. Thus,the

Commissionrequiredthat“partiesassertingaparticularcostrelationship.. . supporttheirclaims

with a coststudyshowingthecommonline costsfor derivedchannelT- 1 serviceandbasic,

analogservice,respectively.” Id. Thecoststudies,theCommissionadded,“shouldbe

sufficientlydetailedto enableusto discernthecommonline relationshipbetweentheseservices

with reasonableaccuracy.”Id.
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Thedatasubmittedby NECA fail to establishadequatelyacostrelationshipthatjustifies

therulechangeit proposes.NECA submitsAttachmentsBi, B2 andB3 to its Commentsto

supportits proposalto establishafixed 5-to-i ratiobetweenDCS andbasicanalogservice.

AttachmentB 1 simply comparesthe commonline basefactorportionperline costto theratefor

a SpecialAccessTi .5 line. AttachmentB2, althoughnot presentingany dataorassumptions,

showssomesummaryinformationimplying thatISDN andDCS costsarevirtually identical.3

ThelogicalconclusionNECA drawsfrom this is that ~ftherelativecostsofDCS andISDN are

similar, thentheirrelationshipto basiccostsmustalso be similar. NECAdoesnot, however,

demonstratethatthecostsofthetwo servicesactuallyaresimilar. Finally, in AttachmentB3,

NECA providesasetofratiosthatattemptsto comparetherelativecostofvarioustechnologies

to thecostofbasictelephoneservice. NoneoftheseAttachmentsprovidesthecostanalysis

requiredby theCommissionin paragraphs18 - 21 oftheNotice.

As noted,the informationprovidedin AttachmentB 1 is simplya comparisonof the

averageperline NECAcommonline revenuerequirementto therateNECAdevelopsfor its

Ti .5 channelterminationservice.4Not only is therelationshipbetweenthe commonline

revenuerequirementandtheTi .5 rate inappropriatefor thiscomparisonsinceraterelationships

arenotnecessarilycostrelationships,but it is clearthattheratefor Ti .5 channeltermination

serviceis at bestapseudocostestimate.5As outlinedin NECA’s annualfiling, theTi .5 rateis

~In AttachmentB2, NECAnotesthatits averageresultis weightedbasedon datafrom its annual
filing butNECA doesnotprovidethesourceofthe linesusedto do theweightingor anyofthe
costresults.
4NECA’SAttachmentBi compares25%oftheTi .5 Channelterminationrateto theaverageper
line commonline revenuerequirementandconcludesthattherelationshipbetween25%ofthe
specialaccessTi.5 rateandthecommonline costis 3.58 to 1.

~SeeNECAJune16, 2004Annual Filing, Volume5, Section6, andVolume5, Exhibits 7
throughi3.
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createdbasedon alargenumberof unknown,unspecifiedassumptionsanda setofindexvalues

that arenot on this record.6 Further,it is clearthatNECAdoesnot developits specialaccess

ratesbasedon thespecificcostofeachspecialaccessservice. Instead,thespecialaccessrate

developmentprocessrelieson aseriesofratioswhichNECA calls“index values.” Theindex

valuesareusedto weight thevariouscategoriesof specialaccessdemandso that thatthesumof

theratestimes thedemandfor eachcategorywill closeto a revenuerequirement.7Thespecific

indexvaluefor aTi .5 channelterminationis 4.28 andhasnotbeenrevisedfor severalperiods.8

Otherspecialaccessserviceshavedifferentindexvaluesandhavealsoremainedunchangedfor

severalyears.9

As analternativeapproach,NECA statesthatit collecteddatafrom its RateDevelopment

TaskForce(“RDTF”) to determinethecostsofbasicanalogvoice,DCS,andPRI-ISDNservice.

In eachcase,thesecostsaresupposedto beofa“representative”networkconfiguration,though

that claimis basedonly onNECA’s unsupportedassertion. In addition,NECA(Commentsat3)

gathereddataassociatedwith theterminationofeachoftheseservices.Notwithstandingthe

Commission’scleardirective,NECAhasnot providedanyof theassumptionsusedby theRDTF

norhasit providedanyinputsoroutputsfrom the study. In fact,NECAdoesnot evenprovide

6 Id. For example,NECA, at Volume5, Section6G, refersto an internallycommissioned

“Martin Group” study thatNECA statesit usedto developDSO, DS1,DS3 0C3 andOCi2 unit
investments.Thatstudy,however,is providedneitherherenorin theannualfiling andthus
cannotbe usedto verify NECA’s assumptions.

‘~NECAJune16, 2004Annual Filing, Volume5, Exhibit 12, Workpaper4 of 13.
8 AT&T cannotdeterminehow theratioof4.28 wasoriginally derived. It is, however,clearthat

it cannotrepresentacurrentcostrelationshipandby applyingthedemand,weightedby index
values,NECA’s specialaccessratesareunlikely to reflectthecurrentcosts,norcouldtheyever
reflect thespecificcostsoftheservice. Theindexvalueof4.28 usedto weightTi.5 demandhas
beenusedsinceat leastthe2000annualfiling (SeeNECA June16, 2000AnnualFiling, Exhibit
12, Workpaper4 of 15) andis likely to havechangedsincethen.

~Compare,e.g.,Id., Volume5, Exhibit 12, Workpaper4 of 13, withNECA June16, 2004
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any oftheunderlyingassumptionsmadeby any oftheRDTF participants,nordoesNECA

providetherelateddemandinputs. Evenafterreceivingaone-monthextensionin thefiling date

for its Comments,andafterstatingthatit hasreceiveddatafrom twelve companiesrepresenting

208 studyareasand4.6 million accesslines,NECAdoesnotprovideoneiota of specificcost

information. At aminimum, onewould expectthatNECA would providesomethingthatwould

tie backtheratiosit derivesby company,by typeof serviceorby studyarea.Ratherthan

producetheanalysisrequestedby theCommission,NECA only provideswhat it purportsto be

therelationshipsbetweenthecostsderivedfrom assumptionsand datait hasnotprovided.~0

This analysismaynotevenbe remotelyrepresentativeoftherelevantcosts. NECA

recognizesthispossibility in AttachmentB3 andits Comments(at 8)whenit notesthatsomeof

thedataprovidedrepresentsavery small sampleofcostdata. Specifically,NECA notesthattwo

ofthetechnologiesshownon AttachmentB3 weredevelopedfrom datapresentedby a single

company. In additionto thelackof data,AttachmentB3 alsoshowsthat questionabledatamay

havebeenprovidedto NECA. Forexample,it is unlikely thatTi .5 servicecouldbe less

expensivethanacomparablebasicvoiceservice. Nonetheless,at leastonecompanyreported

thatthecostofDCS service,if providedusingconditionedT-i (24voicegradechannels),is only

70%of thecostof providingbasicvoiceservice(asinglevoice gradechannel).”

Annual Filing, Volume5, Exhibit 12, Workpaper4 of 13.
10 In contrastto thescantdataNECA provideshere,whenthefive-SLC rule wasfirst adoptedin

1997 for pricecapcarriersfor loopsusedto providePRI ISDN services,theaffectedBOCs
providedextensive,verifiablecostdatain supportof therule, including “informationaboutall
NTS costcomponents.”SeeAccessChargeReform,FirstReportandOrder,CC Docket
Nos.96-262,94-i,9i-213,95-72,12FCCRcd.l5,982,~J113, l16-ii7andn.i46(1997).This
sharpcontrastfurtherconfirmsthatNECAhasnotcomecloseto sustainingits burdenhereof
providingsufficientevidenceto justify changingthis rule.

~ SeeNECA Comments,AttachmentB3.
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In short,NECAhasfailedto satisfyits obligationto provideadequatedata,including cost

studiesthatareverifiableandsufficientlydetailed,to supporttherule changeit seeks. Forthis

reasonaloneNECA’s Petitionshouldbe denied.

II. The Commission Should Retain Its Existing Rule Assessing24 SLCs for DCS Service,
But If Any Change Is Ordered, It Should Not Allow Any RevenueShortfall To Be
Recovered Through Any Subsidy Mechanism Or Increases To SLCs For
Non-Multi-line BusinessServices.

In theirComments,SBC,VerizonandAT&T demonstratedthatNECA’s proposedrule

changeis antitheticalto theCommission’slong-standingandcontinuingeffort to eliminate

subsidiesandbetteralign rateswith costs. Thus,all thesecommentersurgetheCommissionto

rejectNECA’s proposalandretaintheexisting rule. As Verizonobserves,NECA’s proposal

“would be astepbackwardfrom theCommission’srecentaccesschargereformdecisionswhich

havesoughtto reduceor eliminatePICCsandCCLCs.”2 SBC’s “preferredapproach”is forthe

Commissionto “maintainthestatusquo for theseservicesandresolvethis issuein themore

global IntercarrierCompensationProceeding.”3AT&T agreesthattheCommissionshould

retaintheexistingrule.

As AT&T showedin its Comments,anyrule changethatpermitsLECs to shift common

line coststhatcouldhavebeenrecoveredthroughthe SLC to subsidymechanisms,namelythe

P1CC,CCLC, anduniversalservicemechanisms,“createssubstantialinefficienciesbecause

thosesubsidymechanismsfail to recoverthe costsdirectly from thecost-causer,resultingin

incorrectmarketsignals,transactioncosts,andothermarketdistortjons.”4 UnderNECA’ s

proposal,consumersnationwidewould be forcedto subsidizerate-of-returnLECs’ multi-line

12 Verizonat 1.

‘~SBCat 5-7.

AT&T at 3-4.
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businesscustomersthroughtheUSF to compensatefor reducedrevenuefrom the SLC. This is

clearlyaregressiveproposalthatis not in thepublic interestandis inconsistentwith the

Commission’seffortsover thepast20 yearsto reducesubsidiesandencouragecost-based

pricing.’5

Indeed,NECAconcedesthatits proposalwould placean addedburdenon Interstate

CommonLineSupport(“ICLS”) andtheHigh CostFund,but it claimsthis burdenis not

“substantial”becauseit will supposedlyamountto $17.8million, which is a small fractionofthe

currentfunding requirement.’6Thesizeoftheburden,however,doesnotcuretheconceptual

flaw underlyingNECA’s proposal.Regardlessof its size- andtheamount is not trivial - this is a

burdenotherratepayersshouldnot bear. Moreover,NECA’s latestestimateof $17.8million is

far higherthanits mostrecentprior estimateof $11.5million, which suggeststhatNECA’s

projectionsaresuspectandtheactualimpactmaybe far greater. Accordingly,theCommission

shouldrejectNECA’s proposaloutright.’7

~ SeeAT&T at 3-5.
16 NECA at 11-12. NECA’ s estimateactuallyunderstatesthepotentialimpactoftherule change

it seeksbecauseit comparesits projected$17.8 million additionalcostto thesizeoftheentire
USFhigh costfundingrequirement($3.91billion) to arriveat its projectedincreaseof 0.46%. A
comparisonof the increaseto theICLS portionoftheUSF($1.276 billion) is moreappropriate
becausetheincreasewouldactuallyimpacttheICLS, whichwascreatedfor theexpresspurpose
ofallowingrate-of-returncarriersto recoverthedifferencebetweenSLC revenuesandthe
commonline revenuerequirement.EvenusingNECA’s methodology,its proposalwould result
in afar greaterincreaseof 1.58%in theICLS. But NECA’s estimateis still furtherunderstated
becauseit doesnot accountfor non-NECAcarrierswho would obtainadditionalICLS payments
andbecauseit supposesadditionalrevenuesto offsetthe SLC “shortfall” from a port rateof
$23.51 ratherthan$11.62,which it indicatesis therateit would offer. SeeNECA Commentsat
11-12andn.21 (acknowledgingthatthe lowerport ratewould increasethe“shortfall” amountby
$1.4 million) andNECA AttachmentB5.

‘~‘ As AT&T showedin its Comments(at 8), evenassuming,arguendo,that in somecasesthe
currentSLC assessmentmaypermit LECsto recovermorethanthecostassociatedwith DCS
Service(asNECA’s studypurportsto show)that doesnot satisfyNECA’s burdento justify its
proposal. TheCommissionhasrecognizedthatthecurrentSLC capsresult in over-recoveryin
someinstancesandunder-recoveryin others. TheCommissionhasneverthelessdeclinedto
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If theCommissionnonethelessallowsareductionin thenumberofSLCsassessedon

DCS Service,it shouldadoptcorrespondingrulesto assurethatthe“lost” SLC revenuesarenot

recoveredthroughsubsidymechanismspaidby otherconsumers.SeeAT&T at 8-9.

Specifically,AT&T urgesthe Commissionto adoptmodestincreasesto theSLC capsfor multi-

line businesscustomersonly, andprohibit increasesin the SLC ratefor residentialandsingle-

line businesscustomersasaresultofNECA’s proposal.Any “lost” SLC revenueswill thusbe

recoveredfrom the “cost-causers,”consistentwith theCommission’slong-standingpolicy of

phasingoutsubsidymechanisms.This modestincreasewould haveminimal impacton multi-

line businesscustomersandis unlikely to affect subscribership,asit might if thecostwere

passedon to consumersor smallbusinesses.

Basedon NECA’s data(seeNECAComments,AttachmentB6, line 3), AT&T has

calculatedthattherewouldbeno increaseatall in ICLS if theaveragemulti-line businessSLC

wereincreasedto $9.65 from thecurrentoverall averageof$8.90 (seeAttachment1 hereto).’8

Indeed,evenif themulti-line businessSLC wereincreasedonly to its currentallowable

maximumof $9.20,’~NECA’s projected“shortfall” wouldbe reducedsubstantiallyfrom

$17.8million to $10.7million (seeAttachment1 hereto).At abareminimum,rate-of-return

LECs shouldberequiredto first raisetheirMLB SLCsto the $9.20currentlyallowedbefore

seekinganyfunding from anyothersource. Underno circumstancesshouldimplementationof

NECA’s proposalto reducethenumberofSLCsapplicableto DCS servicesresultin any

“deaverage”SLC ratesto theextentanyreductionsin SLC revenueswould increaseLEC
recoveryfrom subsidymechanisms.SeeAccessChargeReform,15 FCCRcd. 12962,¶~J120,
128 (2000)(“CALLS Order”).
18 BecauseSLC ratesvary amongtheNECA companies,some of the companiesmay needto

chargemorethanthe $9.65 average,while otherswould chargeless.

~ SeeSection69.104(o)(1)of theCommission’sRules,47 C.F.R.§ 69.104(o)(1).
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increasein the subsidymechanisms,suchastheP1CCandCCL, thattheCommissionhaslong

disfavoredandsoughtto eliminatealtogether,or in the SLC for residentialorsingle-line

businesscustomers.

Verizon’sproposal(at 5) that “the Commissionshouldmodify its pricecaprulesto allow

carriersto apply five SLCs andline portchargesto newT- 1 derivedchannelservices”is

ill-advisedand would resultin unlawful discrimination. First, andmostsignificantly, Verizon

hasfailedto provideanycostsupportfor therule changeit proposes.Rather,it reliessolelyon a

few conclusoryassertionsasto costrelationshipsandprovidesno underlyingcostdataat all (see

VerizonCommentsat5-8),muchlessthedetailedverifiable datathatthe Commissionrequired

ofany party seekingachangein therule.2°This aloneshouldbe dispositiveofVerizon’s

proposal.

Further,it is not clearfrom Verizon’scursoryexplanationexactlyhow implementationof

this proposalwould affectVerizon’s CommonLine pricecapbasketrevenuesandrates. If

Verizon is suggestingthatT-1 derivedchannelservicesorderedafteracertaindateshould

automaticallybeconsidered“new” services,thenVerizonhasclearlymisunderstoodthe

definition ofa “new” service.21Contraryto Verizon’sapparentassumption,all revenuesthat

20 Verizon’s failure to providecostsupportis particularlynoteworthybecauseVerizonsought

andwasgranteda30 dayextensionof thefiling deadlinein this proceedingforthe express
purposeofallowing it to “gatherandsubmit. . . information,includingcoststudiesandall
underlyingdata” to supportthereliefit would seekby its Comments.SeeExtensionOrder at
1-2. Thefailure to produceanysuchdatagivesrise to the inferencethat thereis no valid
cost-supportfor thereliefVerizonseeks.Seee.g., In theMatterofJamesA. Kay, Jr., 13 FCC
Rcd.i6369,¶ 11(1998).Verizon’scompleteabsenceof supportingdatais, ofcourse,alsoin
starkcontrastto thequality andquantityofdatasubmittedby theBOCsin theAccessCharge
Reformproceeding,which theCommissionfoundsufficientto adoptthe initial five SLC rule for
PRI ISDN services.See,supra,n.10.
21 Section61.3(x)oftheCommission’sRules,47 C.F.R. § 6i.3(x), definesanewserviceas,

“A tariff filing thatprovidesfor a classor sub-classof servicenotpreviouslyofferedby the

carrierinvolved andthat enlargestherangeofserviceoptionsavailableto ratepayers.”Offering
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Verizonrecoversfrom customersofT- 1 derivedchannelservices,regardlessofwhetherthe

customersareexistingor new,mustimmediatelybepartof its CommonLinepricecapbasket

andnot subjectto theapplicationof Section61.42(g)of theCommission’srules,47 C.F.R.

§ 61.42(g),underwhichrevenuesfrom “new services”arenot includedwithin the assigned

basketuntil a futureannualpricecaptariff filing. While Verizon speculatesaboutthepossible

“introductionof new,innovativeservicesthatdo nothaveafixed numberofvoicegrade

channels,”it would be prematureandbeyondthescopeoftheNoticeto adoptany newrule based

on Verizon’s sketchydescriptionof servicesthat do notyet exist.

Finally, if Verizon’sproposalwould resultin existing DCS servicesbeingbilled 24 SLCs

andDCS servicesorderedaftera certaindatebeingbilled five SLCs,thenits proposalis

blatantlydiscriminatoryaswell.22 Verizondoesnot evenattempttojustify suchdiscrimination

andthereappearsto beno costjustificationfor chargingtwo setsof customerswho haveordered

theexactsameserviceon two differentdates,adifferentnumberofSLCs.

the exactsameserviceat two differentpricescannottransformthe serviceat thenewpriceinto a
newservice.
22 SeeMCI Telecommunicationsv. FCC, 842F.2d i296, 1303(D.C. Cir. 1988);Investigationof

SpecialAccessTar~ffsofLocalExchangeCarriers, TentativeDecision,8 FCCRcd. 1059,¶ 19
(1994);AdHocTelecommunicationsUsersCommitteev. FCC, 680 F.2d790, 796(D.C. Cir.
1982);AmericanBroadcastingCompanies,Inc. v. FCC, 663 F.2d i33, 139(D.C. Cir. 1980).
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CONCLUSION

For the foregoing reasons,the Commissionshould not reducethe SLCs applicableto

DCS Servicesbut, if it doesadoptany changein its currentrules, suchchangeshouldbe in strict

accordancewith theconditionsdescribedherein.

Respectfullysubmitted,

AT&T Corp.

By Is! Mart Vaarsi
LeonardJ. Cali
LawrenceJ. Lafaro
Judy5db
Mart Vaarsi
AT&T Corp.
Room3A215
OneAT&T Way
Bedminster,NJ 07921
(908)234-6519

Attorneysfor AT&T Corp.

December13, 2004
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Attachment I

IMPACT OF REDUCED SLCs ON INTERSTATE COMMON LINE SUPPORT FOR NECA COMPANIES
Test Period: July 1, 2004 - June 30, 2005

End User Revenue at Current Rates:
Line Source Demand

(A)
Avg. Rate

(B)
Revenue

C=A*B*12
1
2
3

EU Tariff Members
Non-EU Tariff Members
Total

2004 Access Filing, Vol. 4, Ex. 2, Line 3
2004 Access Filing, Vol. 4, Ex. 2, Line 7
Line I + Line 2

1,904,717
273,620

2,178,337

$9.12
$7.40
$8.90

$208,417,886
$24,302,141

$232,720,027

4
5

DS1 Channel Service
Arrangements
SLC MLB Line Loss

Attachment B6, Line 1
Line 4 * (24 - 5)

10,183
193,477

Impac t of Reduced SLC Lines at Cu rrent Rates:
6
7
8

MLB SLC5
DSI Channel Service Ports
Increased ICLS Requirement

Line 3A- Line 5A
Attachment B6, Line 5
Line 3C - Line 6C - Line 7C

1,984,860
10,183

$8.90
$23.51

$212,050,143
$2,872,828

$17,797,056

Impact of Reduced SLC Lines at $9 20:
9

10
11

MLB SLCs
DS1 Channel Service Ports
Increased ICLS Requirement

Line 3A - Line 5A
Line 4
Line 3C - Line 9C - Line 1OC

1,984,860
10,183

$9.20
$23.51

$219,128,544
$2,872,828

$10,718,655

Impact of Reduced SLC Lines at $9 65:
12
13
14

MLB SLCs
DSI Channel Service Ports
Increased ICLS Requirement

Line 3A - Line 5A
Line 4
Line 3C - Linel2C - Line 13C

1,984,860
10,183

$9.65
$23.51

$229,846,788
$2,872,828

$411

SOURCES:
June 16, 2004 NECA Access Charge Filing, Volume 4, Exhibit 2
November 12, 2004 NECA Comments, WC Docket No. 04-259, RM-1 0603, Attachment B6
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